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KEY ECONOMIC INDICATORS: GERMANY Exchange rate as of Dec. 1, 1975 
U.S. $1.00 = DM 2.6285 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM billion), 6/75 26. 4.0 496. 47.2 +h.1 


Private Consumption 495.7 2.9 _ 273. +7. +8.2 

Government Consumption ead 196.3 101.3 +16.7 +12.8 

Fixed Investment 228. 223.9 100.7 -2.1 oa. 
GNP at 1962 prices (DM billion), 6/75 592.4 595.0 279.5 10.4 _—5.0 
GNP Price Deflator, 6/75 a 6.8 9. - - 
Per capita GNP, current prices (DM), 6/75 14,926 16,032 8,02 +7. +h. 
Disposable Income (DM billion), 6/75 577.1 625.4 328.5 +8.4 +12.2 
Savings as % disposable income, 6/75 14.1 14.8 16.7 - - 
Employment (1,000s) of wage and salary earners, 


industrial 8,368 8,161 7,688 2.5 -6.4 
Unemployment Rate 10/75 3/ 5/ Ls 2.6 LT - - 
Productivity Gain 6/75 4/ 5.7 3.9 0.8 - - 


Indices: 
New Industrial Orders,Value (1970=100), 9/75 3/ 128. 
Industrial Production (1970=100), 9/75 3 113.1 111.5 102. 7.4 8.0 
Retail Sales, Value (1970=10C), 8/75 129.9 .8 139.2 45.3 +6. 
Industrial Wages and Salaries per employee 


(1962=100), 7/75 262.5 292.9 303.6 +11.6 +7.8 
Cost of Living (1970=100), 10/75 118.8 127.1 134.2 +7.0__+6.0 
Se 


Industrial Prices (1970=100), 9/75 114.1 129.4 13 413.64 35.5 
MONEY 
Money Supply (Mj: DM billion)*, 9/75 142.9 158.4 164.4 410.8 +16.2 
Domestic Credit Outstanding (DM billion)*, 9/75 745.1 804.5 841.7 +8.0  +7.4 
Federal Debt Outstanding,Domestic (DM billion)*, 
9/75 oe 
External Debt (DM billion)*, B44 
Interest Rate, Central Bank *, 11/75 
Interest Rate, Comm'l bank medium-term *, 10/75 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (DM billion)*, 
10/75 90.5 81.2 80.7 =10.3__—=7.2 
Balance of Payments Surpl./Deficit(DM bil. )+/-, 
10/75 +16.1 -9.1 -0.6 
Balance of Trade (DM billion) 9/75 +33.0 +50.8 +27.9 
Total Exports, FOB (DM billion) 9/75 178.4 230.5 161.4 429.1 4.7 
To U.S., FOB (DM billion) 9/75 oe ee | ae 414.9 -28.7 
Total Imports, CIF (DM billion) 9/75 145.4 179.7 133.5 +23.5 40.9 
From U.S., CIF (DM billion) 9/75 Zo tO a. +14. -0.2 
From EEC, CIF (DM billion) 9/75 75.6 86.1 66.4 +13.9 _+h.0 
Main Exports to the U.S. in January-September 1975 in $ million: 
Machinery 754; Aircraft & Vehicles 1,333; Chemicals 348; Electrotechnical Products 231; 
Optical Products 136. 
Main Imports from the U.S. in January-September 1975 in $ million: 
Machinery 560; Chemical Products 528; Edible Fats and Oils 449; Electrical Equipment 385; 


Grains 380; Aircraft 302. 
Preliminary. 1/ Cumulative through latest date shown, except for items marked *. 


2/ 1975 through latest date shown over the same period in 1974, except for items marked *. 
As percent of labor force. b/ Increase in real domestic product per working hour. 
Non-seasonally adjusted. Note: Items marked * are as of year end 1973 and I974, and as 

of latest month shown for 1975.__1975 percentage changes indicate changes of latest date 

shown over comparable date in 1974. 
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SUMMARY 


Germany has passed from a period of economic decline to 

one of growth in recent months. GNP, industrial produc- 
tion, capacity utilization and business opinion all support 
the thesis that an upturn is underway. How strong and 
enduring it will be is uncertain. This year's 3.5-4.0 
percent decline in real GNP will give way to positive 
growth next year that could be as low as 2 percent or as 
high as 6 percent. Expert forecasts of 4.5 percent growth 
have been endorsed by the FRG, but labeled as optimistic 

by others. Just as an export drop in 1975 was instrumental 
in the German economic decline, so also is it key to its 
projected recovery in 1976. Despite earlier hopes that 
domestic demand would lead the way, this no longer seems 
likely. Expectations for a substantial investment in- 
crease are key to a strong recovery scenario, but business 
plans do not reflect much enthusiasm. High unemployment 
will probably persist even if there is a healthy recovery. 
Moderate wage demands are therefore the current picture, 

as are squeezed profit margins. Business would like tax 
relief, but public sector finance is heavily deficitary and 
the pressure is on for Government to close the revenue- 
expenditure gap. 


German imports from the U.S. are running at about the same 
level as last year. The forecast range for import growth 
next year is 5-14 percent. This could mean DM 0.7 to 2.0 
billion additional sales for U.S. exporters. The bilateral 
balance of trade turned around to being favorable to the 
U.S. in 1975 due to shrinking U.S. imports from the FRG. 
Since the beginning of the year, the dollar has appreciated 
about 10 percent in relation to the DM. Certain industrial 
sectors seem to have more dynamic outlooks than others. 

For the short term autos should do well, so also chemicals, 
which had a disastrous 1975. U.S. products offering high 
and advanced technology are at a great advantage in the 
German market. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


The economy of the Federal Republic of Germany has been 
passing through an important transitional phase over the 
past six months. It is in this period that the decline 
in economic activity came to a halt, and that evidence 
of a gradual recovery began to become apparent. 


The bottoming out of the business cycle would appear 

to have occurred in the summer. If one looks at the 
seasonally adjusted industrial production index, begin- 
ning with August there have been three consecutive month- 
to-month rises of 1-2 percent. This follows, however, 

a long period of decline. To give some idea how pro- 
found and lasting the recession has been, it should be 
noted that the industrial production level in October 
1975 was no higher than in the first quarter of 1972. 
However, the recent moderate upturn noted seems to be 
more than just an ephemeral statistical blip. Lending 
credence to this is business opinion about future develop- 
ments, which for the first time in 28 months is more 
favorable than unfavorable, according to a recent survey. 


Supporting the thesis that the economy is finally on its 
way up is the IFO Institute calculated capacity utiliza- 
tion figure of 78.5 percent in October, which is up from 
the 76.1 percent low point of July. Furthermore, the DIW 
economic research institute in Berlin computed a seasonal- 
ly and working day adjusted 1.5 percent increase in real 
GNP in the third over the second quarter, which follows 
four quarters of negative growth. Although the official 
designation of the "Aufschwung" or upturn has yet to come 
from FRG sources, it seems to be a foregone conclusion that 
it has arrived. How strong and durable it will be is an- 
other question. 


Inflation has been kept at a comparatively low level. Six 
percent has been the average rate of increase in consumer 
prices so far this year. For the previous two years it 

has averaged 7 percent. Relative to the double-digit rates 
that have been and continue to be the prevailing average 
for the OECD countries as whole, this is an admirable re- 
cord. Of course, it has been achieved at a price, i.e., 
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the prolonged period of economic stagnation and a 12- 
month period of negative growth which brought with it 
the consequent growing problem of unemployment. The 
unemployment rate has averaged about 5 percent for the 
year so far, but it started off at around 3 1/2 percent 
in January and now stands at nearly 6 percent in season- 
ally adjusted terms. The number of unemployed has never 
dipped below one million this year and is currently at 
1.1 million. 


Economic and monetary policies have been principally 

aimed at price stability, despite the undertaking of 

some moderately expansionary programs. Principal among 
these latter was a nearly DM 6 billion economic stimu- 
lation program in September which was mainly aimed at the 
ailing construction industry, and an investment bonus 
scheme effective over the first half of the year. To be 
considered along with these measures would have to be the 
record DM 40 billion Federal budget deficit for 1975 
which stemmed from a tax reform and a recession-induced 
reduction in tax revenues as well as increased transfer 
payments to cover greatly enlarged unemployment insurance 
outlays. Still, at annual rates and in real terms, public 
consumption is estimated to have remained virtually stag- 
nant over the first nine months of 1975 and investment in 
fixed assets to have dropped by 6.5 percent. Despite the 
stimulus of a major tax reform, private consumption only 
rose a real 1 percent, once more comparing the first three 
quarters of 1975 with the last three of 1974 in seasonally 
adjusted terms. The high savings rate, 17 percent in the 
second quarter of 1975, impeded any more rapid growth in 
consumer expenditures. Signs point to a lowering of this 
high rate of savings, but the magnitude of the decline 

is uncertain depending on the degree to which a long- 
term underlying secular upward trend will be reversed,and 
also on the likely persistence of insecurity deriving 
from high unemployment rates. 


In spite of the second half 1975 upturn, real GNP for the 
year as a whole will be 3.5 to 4.0 percent below 1974. 
This follows on a near-zero-growth year. The contrast 
between the GNP performance in 1974 and 1975 is largely 
attributable to the slump in the export business. 
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During 1974 a 13 percent increase in exports of goods and 
services kept German GNP growth at plus 0.4 percent, but 

in 1975 exports declined a real 9-10 percent. The impact 
of this may be judged by the fact that if exports had been 
maintained in 1975 at the same real level as last year, 3.4 
percent would have been added to the GNP, making it a zero- 
growth year instead one of negative growth of 3.5 percent 
or so. 


While it had been thought that it could be otherwise, it 
has become increasingly clear that foreign demand is still 
central to the Federal Republic's economic health if the 
predominantly stability-oriented policies that have dampened 
domestic demand are to be continued. And, no expansive 
role for Government spending is on the horizon given the 
austere 1976 draft budget that increases no more rapidly 
than the inflationary rate, and may be even less so. The 
Council of Economic Experts' forecast of 4.5 percent real 
GNP growth for 1976 is heavily predicated on a resurgence 
of demand from abroad. Predicted are a 7.5 percent real 
and 11 percent nominal increase in exports, which the Coun- 
cil reasons will spur investment in equipment and machinery 
to grow by 6 percent real and 10 percent nominal. (This 

is a very optimistic assumption in view of the capacity 
utilization and current industrial investment plans.) Con- 
fidence will return and the savings rate will decline sub- 
stantially, so that private consumption will rise by 3 
percent, according to the Council's scenario. In the in- 
flationary slowdown foreseen, the deflator for overall GNP 
is only 4 percent, and that for private consumption 5 per- 
cent. While the Federal Government shares this view of 

the future, others have indicated they feel it too opti- 
mistic. Even the Council of Experts concedes a lower growth 
rate of 3 percent is conceivable (as is a higher one of 6 
percent), and some other observers say 2 percent growth is 
all they can see for 1976. The joint forecast of the 
Economic Institutes is for 4.0 percent growth. Given the 
recent poor record of all economic forecasters, caution 
should be exercised in using any of these prognoses. 


A very important problem is that Germany's principal 
customers, the other EEC members, upon whom it is largely 
depending for the important export demand pickup, are in 
turn themselves expecting the German economic recovery to 





stimulate their own exports and economies. 


While there has been much talk about the U.S. recovery 
and its resultant greater import demand being the stimu- 
lus for Germany's upturn, it is hard to justify this 
thesis based on the direct or third country volume of 
trade involved. A 13 percent increase in U.S. imports 
from the EEC - or Germany alone - would be equal to only 
about 0.1 percent of their respective GNP's. Never- 
theless, there are undoubtedly some unquantifiable 
psychological effects that might benefit the FRG from 
the U.S. upturn. An interesting phenomenon is the fact 
that the business cycles of the FRG and the U.S. have 
been following a somewhat similar path, with the U.S. 
having about a one quarter lead in both the downturn 

and upturn phases. 


Unemployment in 1976 is forecast by the Council of Economic 
Experts to average about the same 5 percent or 1.1 mil- 
lion as in 1975, with the number of jobs dropping by near- 
ly 300,000 (the Economic Institutes imply a 450,000 drop 

in their forecast). This is the picture despite the per- 
haps optimistic assumptions regarding GNP growth and the 
implied 400,000 foreign workers returning to their home- 
lands as well as the successful integration of 100,000 new 
German workers entering the labor market. 


Government and business as well as economic experts have 
been urging labor to moderate its wage demands if its 

own long-run interests are to be protected. Business has 
been suffering from a profit squeeze and, as the reasoning 
goes, wage costs must not be permitted to rise as rapidly 
as in the past if the investment necessary to create jobs 
in the future is to be stimulated. Furthermore, the wage 
cost per production unit has risen so rapidly as to affect 
the competitiveness of German products. Labor, on the 
other hand, maintains that investment will only come when 
demand is sufficiently strong and sustained,and when ca- 
pacity utilization reaches levels where expansion is re- 
quired. In any case, current wage settlements are re- 
sulting in about 6 percent increases, or approximately 
equal to the current cost-of-living rise. This represents 
quite a change from earlier years when the unions usually 
achieved substantial real wage increases. According to 
the head of the FRG employment service, unemployment could 
reach a seasonal peak of 1.5-1.6 million out-of-work in 
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January-February 1976 -- the highest level in nearly 
20 years. Such prospects have likely served to moderate 
labor's demands. 


The coalition parties have now agreed to modify the co- 
determination (Mitbestimmung) draft legislation to ensure 
that representatives of the owners have the last word in 
case of disagreement on the board of directors. This 
accords more with the less-onerous-to-business formula 

of the FDP. Symptomatic of the prevailing attitudes, the 
SPD convention sidetracked the worrisome-to-business 
proposals for Government control of investment (Invest#- 
tionslenkung) put forth by a few regional party groups. 


Business has been pushing for tax relief, but Finance 
Minister Apel is concerned about the potential impact of 
this on the already large projected deficit. He will have 
some help on the fiscal side due to the just-passed 1 per- 
cent increase in unemployment insurance contributions to 
be shared equally by employer and employee. However, the 
Government's proposal to raise the value added tax by 

2 percent beginning in 1977 has met with strong objection 
and is being blocked by the opposition-controlled Bundes- 
rat. Tobacco and alcohol tax increase proposals still 

are awaiting legislative approval. Fiscal responsibility 
and the recent large increase in public deficits are 
important political issues, and this undoubtedly underlies 
much of the policy making. In view of the national par- 
liamentary elections coming up next fall, successful mana- 
gement of the economy in all respects - public finance, 
inflation control, growth, combatting unemployment - 
becomes an increasingly crucial issue as election day nears. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


The Bilateral Trade Picture 


German imports from the U.S. during the first nine months 
of 1975 are practically identical to what they were in 
the comparable period last year. Overall imports are up 
l percent. The U.S. market share so far this year is 

7.7 percent, which is what it was in 1974. Forecasts of 
nominal FRG import increases in 1976 range from 5 percent 
to 14 percent. If we assume that imports from the U.S. 
will total DM 14 billion in 1975 (which is the likely 
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figure given current trends),and that the U.S. will 
share equally in the FRG's import growth, then it looks 
as though 1976 will see DM 0.7 to 2.0 billion additional 
sales for U.S. exporters to Germany. 


The role of agriculture in U.S. exports to the FRG has 
been considerable, though it has declined slightly of 
late. During the January-September timeframe, agricultural 
products accounted for 26.6 percent of the total goods 
imported from the U.S. in 1975, as compared with 29.8 
percent in 1974 and 30.0 percent in 1973. A diminution in 
soybean prices seems to have been principally responsible 
for this year's decline. The corollary is, of course, 
that non-agricultural imports from the U.S. have in- 
creased somewhat in 1975 even though the overall market 
share, as mentioned above, has not changed when comparing 
this year with last. 


The bilateral trade balance between the U.S. and the FRG 
was favorable to the latter by DM 2.9 billion in 1975 

and by DM 3.4 billion in 1974. There has been a signi- 
ficant turnaround in 1975, however, with the first nine 
months showing the balance favorable to the U.S. by 

DM 1.2 billion. This has not been due to increasing U.S. 
exports, but rather to shrinking U.S. imports from Ger- 
many. German exporters to the U.S. have been selling at 
a 29 percent lesser rate this year than was the case last 
year. 


The Dollar-DM Relationship 


Until June of this year the DM had been gaining on the 
dollar in the exchange rate relationship. Then there was 
a significant reversal which has seen the dollar strengthen 
by some 12 percent between June and early December. 
Favorable economic news in the U.S. undoubtedly played a 
role in this development. The net result since the be- 
ginning of the year has been appreciation of the dollar 
in relation to the German currency py around 10 percent 
after it had depreciated by 24 percent in relation to the 
DM between January 1973 and the end of 1974. The trade 
effects of these shifts in rates should be borne in mind 
when analyzing past performance and future possibilities. 





Sectoral Forecasts 


An idea of the more dynamic sectors on the German in- 
dustrial scene, and therefore an indication of the 
chances for their suppliers, is gained from a recent 
research institute forecast. Automobile production is 
foreseen growing by 10 percent next year. On the other 
hand, the number of registered automobiles,which grew 

by 4 million between 1970 and 1975,is predicted to in- 
crease by only 1.9 million between 1975 and 1980. The 
medium term outlook is therefore for growth at less than 
half the previous rate. In 1975, the chemical sector is 
suffering its first annual production decline since the 
end of the war with a 16 percent drop being the probable 
end result. Next year, however, an approximate 10 percent 
increase is thought possible. Plastics will sink by 

10 percent this year, and 1976 is seen as having a 6 per- 
cent increase likelihood. Machinery production is esti- 
mated to decline by 7 percent in 1975, and grow by 3-4 
percent in 1976. Electrotechnical capital goods are 
thought set for a slow start in 1976, with the yearly in- 
crease to be 3 percent. Consumer goods do not seem to 
have any more than a 2 percent production increase possi- 
bility, in line with the private consumption real growth 
forecast. Overall industrial production is predicted by 
the institute's report to grow by 4 percent in 1976. 


Market Surveys Point to Strengths of U.S. Products 


Although it covers only 1.4 percent of the German market for 
communications equipment, the U.S. is the most important 
foreign supplier of this line in the FRG. In some sectors 
it faces negligible competition, i.e., satellite technology, 
microwave components and data communications equipment as 
well as test and check instruments. It is in the field of 
new technology, rather than the conventional, that U.S. pro- 
spects are brightest in this market, according to a recent 
market survey contracted for by the U.S. Department of 
Commerce. 


American business equipment and systems are similarly at a 
market advantage due to what is recognized as their advanced 
stage of development. Furthermore, their reliability and 
low operating costs instill confidence not normally placed 
in the products from Japan or even Germany. The U.S. im- 
port market share for this type of equipment is forecast to 
rise from its present 14 percent level to 19 percent by 1979 
according to a market research survey. 
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Another survey shows a volume increase in German imports 

of nuclear detecting and monitoring equipment from the 

U.S. of 14.7 percent between 1972 and 1974, with the total 
1974 value of such imports $67.7 million. The U.S. current- 
ly controls 12.5 percent of the total market. Conservative 
estimates anticipate a 12 percent annual growth rate for 


this type of equipment which is relatively unaffected by 
business cycles. 
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